The main objective of this research paper is to examine whether the practice of corporate governance (CG) measured by the CGI-Crobank® index is signifi cant for the explanation of variations in the performance of Croatian banks measured by the return on assets, return on equity, interest margin, margin of non-interest income, operating expenses margin, and by Tobin's Q for the observed period from 2011 to 2015. The research is made on Croatian banks that form the CGI-Crobank® index using the data and information from annual questionnaires of CG codex, primarily to ensure objectivity, standardization and comparability. The goal of the literature analysis was to show present fi ndings in the areas of corporate reporting and its impact on CG. Results obtained in the research indicate that a well implemented practice of corporate governance measured by the CGI-Crobank® index have infl uence on the variations in the performance of Croatian banks measured by Tobin's Q and fi nancial indicators.
Introduction
"Effective corporate governance is critical to the proper functioning of the banking sector and the economy as a whole" (Basel Committee on Banking Supervision, 2015) . The main proof of good corporate governance in the banking sector is the strengthening of investors' trust and confi dence in the economy. For a good fi nancial performance, it is crucial that the banking sector perceives and adopts a strong corporate governance ethos (Adegbemi, Donald, Ismail, 2012) .
Literature Review
There have been several studies performed in the Republic of Croatia related to the profi tability and success of the Croatian banking sector Kraft, Tirtiroglu, 1998; Pejic Bach, Posedel, Stojanovic, 2009; Tomicic, Coric, Klacmer Calopa, 2012) . Pervan, Pelivan and Arneric (2015) conclude that the statistically signifi cant variables with a positive infl uence on bank's profi tability are the following: profi tability from the previous year, bank size, solvency risk, intermediation, industry concentration, market growth and GDP growth; while variables of credit risk, infl ation and operating expenses management have negative and statistically signifi cant impact on profi tability. Previous research indicated that the correlation between corporate governance and bank performance is still not clearly established and the research results are quite diverse. Firstly, it is due to the fact that there are no defi ned measuring metrics/tools for corporate governance in the banking sector. Many research papers investigate the correlation between ownership structure and bank performance. An empirical analysis on 32 Croatian banks was performed with the purpose to examine the structure of bank ownership and its impact on the selected performance indicators. Tomicic, Coric and Klacmer Calopa (2012) found that measures of performance (return on assets, return on equity) tend to show statistically signifi cant correlation with bank's ownership structure. The research performed on the 25 listed banks in Bangladesh over the period [2003] [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] shows that corporate governance mechanisms have a positive and signifi cant infl uence on return on assets, return on equity and Tobin's Q (Mohammad, Rabiul, Hasnan, 2013) . In another research on the sample of 17 listed banks in Pakistan, Imran et al. (2014) found that corporate governance shows signifi cant positive impact on the fi nancial effi ciency measured with return on assets and return on equity. Using a sample of 107 banks in Russia and 50 banks in Ukraine, Love and Rachinsky (2015) found signifi cant but economically unimportant relationship between corporate governance and bank performance. The study of Saudi Arabian banks (Al-Sahafi , Rodrigs, Barnes, 2015) found that board size, board independence and bank size have a signifi cant positive impact on banks' fi nancial performance, whereas ownership concentration and leverage ratio have a signifi cant negative impact on banks' fi nancial performance measured by return on assets, return on equity and Tobin's Q. Using a Corporate Governance Index (CGI) as a scoring model which analyses four macro areas of governance (board, compensation, shareholder and stakeholder rights and disclosure) Bubbico, Giorgino and Monda (2012) also found a positive and statistically signifi cant relationship between corporate governance and bank performance.
Research Goals and Hypothesis
The objective of this research is to examine whether the practice of corporate governance measured by the CGI-Crobank® index is signifi cant for the explanation of variations in the performance success, i.e. the profi tability of banks measured by the return on assets, return on equity, interest margin, margin of non-interest income, operating expenses margin, and by Tobin's Q for the observed period of 5 years, from 2011 to 2015. Based on the defi ned problems and research objectives in this paper, a scientific-research task was determined consisting of testing the following hypotheses:
H 1 : Corporate governance practice measured by CGI-Crobank® index is significant in the explanation of the variations in the performance success measured by the return on assets for the observed period from 2011 to 2015. H 2 : Corporate governance practice measured by CGI-Crobank® index is significant in the explanation of the variations in the performance success measured by the return on equity for the observed period from 2011 to 2015. H 3 : Corporate governance practice measured by CGI-Crobank® index is significant in the explanation of the variations in the performance success measured by the interest margin, for the observed period from 2011 to 2015. H 4 : Corporate governance practice measured by CGI-Crobank® index is signifi cant in the explanation of the variations in the performance success measured by the margin of non-interest income for the observed period from 2011 to 2015. H 5 : Corporate governance practice measured by CGI-Crobank® index is significant in the explanation of the variations in the performance success measured by the operating expenses margin for the observed period from 2011 to 2015. H 6 : Corporate governance practice measured by CGI-Crobank® index is significant in the explanation of the variations in the performance success measured by Tobin's Q for the observed period from 2011 to 2015. The simple linear regression model analytically expresses the relation between the two phenomena presented by the numerical variable values. This research used the semi-log linear model which reduced the non-linear model to a linear model by logarithmic transformation of the dependent variable. Thus, the developed CGI-Crobank® index represents the independent variable, while the performance (profi tability) indicators of the banks represent the dependent variables. b 0 and b 1 represent the unknown regression coeffi cients, and e is a variable of the non-systematic infl uence on the dependent variable making this model a stochastic one.
Least Squares method (LS method) was used for assessing the parameters, having met the starting premises in the analysis of the simple linear regression model (Bahovec, Erjavec, 2009 ).
Research Methodology
The conducted research includes the analysis of the annual questionnaires of the codex of corporate governance in the banks listed on the Zagreb Stock Exchange (ZSE) samples in the analysis correspond to the targeted samples because we observed only banks which had the annual questionnaires of the codex of corporate governance available for each of the analysed years which we used to measure the practice of corporate governance and the developed CGI-Crobank® index. Also, there were cases of unanswered questions in certain banks, which might arise from the fact that the Codex as such is optional. Similarly, this might indicate to unserious and unprofessional approach of the bank management to this problem area. The availability of the annual corporate governance questionnaires indicates to management the corporate governance practice, especially from the transparency point of view.
Independent Variable
Within the framework of researching the existence of dependability of successful performance on the corporate governance practice, the authors Korent, Dundek and Klacmer Calopa (2014) formed the Croatian Corporate Governance Index (CCGI®). The methodology of alternative measuring of corporate governance quality represents the basis for implementation of this research. Corporate Governance Index (CGI-Crobank®) was taken as an independent variable in this research and it represents a measure based on the corporate governance practice of the banks in the sample. The index was developed by analysing the answers to the questions from annual questionnaires, total of 64, which are characterized by dichotomy. Accordingly, the affi rmative answer was coded with value 1, negative with value 0, while the questions which remained unanswered by the banks were taken into consideration as an average value calculated based on given answers to the remaining analysed questions. All the questions included in the analysis were formulated in a way that a desirable answer was affi rmative. Namely, the 64 analysed elements in the annual questionnaire were grouped in fi ve subindexes (Subindexes I -V), and the division on subindexes corresponds to the chapters of the Codex of Corporate Governance which regulate the areas of public advertising, work of the Assembly, Supervisory Board and Board of Management, auditing and internal control mechanisms, relations to investors and interest holders, as well as publishing data on the adherence to the provisions of the Codex. The subindexes were calculated by summing up all the answers to the questions within a certain subindex. The gained sum was divided by the maximum achieved sum of the subindex in a particular year, which ensured for the subindex to get a value in the interval zero to one. Other subindexes were calculated analogously. Each subindex was awarded equal weight. Finally, the bank corporate governance index was calculated by summing up the values of all the fi ve subindexes. The gained sum was then divided by the total number of subindexes.
Dependent Variables
The information on the bank performance success based on the fi nancial reports is needed for the public, being the user of bank services, as well as for a potential investor into stock capital, regulators from the aspect of controlling the stability of the fi nancial system, and for fi nancial analysts, owners, management and the professional and scientifi c public. Furthermore, the performance profi tability is a result of successful implementation of bank's business policy measures. In order to quantify the results of the successful, i.e. unsuccessful bank business performance, the indicators of bank profi tability are being used (Pavkovic, 2004) . The profi tability indicators measure the return on the invested capital, which is considered to be the highest level of governance effi ciency. Based on that, the profi tability indicators were taken as dependent variables in this research. The profi tability indicators include the return on assets, return on equity, interest margin, margin of non-interest income, operating expenses margin and Tobin Q. The return on assets indicates the extent to which the net profi t is created as a percentage of total average bank assets, i.e. the bank profi t per kuna assets in lipa terms; if the ratio is higher than 1, the investment in stock of that bank is considered as profi table (Pavkovic, 2004) . Just as the rate of return on assets, so does the rate of return on equity represent an accounting rate. Further on, the rate measures the return on equity, i.e. it shows the bank's accounting profi t per kuna of bookkeeping capital in lipa terms (Zager, Mamic Sacer, Sever, Zager, 2009 ). The interest margin, i.e. the net interest margin, indicates the interest revenues as a percentage of the bank's average assets. It should be noted that the interest margin depends on the level of development of the fi nancial system of a certain country, size of the bank and its position in relation to the competition, as well as the bank's business environment, size of assets and so on. The indicators of non-interest margin income and operational expenses margin are very signifi cant within the context of margin indicators. Further on, it is emphasized that a well-organized bank does business in a way that the interest margin covers the margin of operational cost, while the non-in-terest income margin sustains its result (Zager, Mamic Sacer, Sever, Zager, 2009 ). The mentioned indicators are based on the accounting, and their biggest disadvantage is the lack of refl ection of real value for the shareholders. Based on this, alternative methods for evaluation of business performance arise as the criticism of the traditional ratios and a way of removing the disadvantages of their implementation. For this reason, along with the above mentioned indicators, Tobin's Q was introduced in the research as a dependent variable and a modern measure of business performance (Pavkovic, 2004 ). Tobin's Q measures the business performance success at a level of creating value. Namely, Tobin's Q represents the relation of market and bookkeeping value that can be indirectly infl uenced by well conducted corporate governance, and for this reason it is considered to be an important indicator. In its original form, Tobin's Q represents the ratio of the sum of market debt value and company stocks divided by assets replacement expenses (Klapper, Love, 2002) . In this research approximation of the original form was used, and the indicator was calculated by putting into relation the market value of a particular bank's shares and bookkeeping value of the equity capital. It should be noted that the share market value represents the sum gained as product of multiplication of the number of ordinary shares and the last market price of those shares on the last day of trading in a specifi c observed year, and of the number of privileged shares and the last market price of those shares on the last day of trading in a specifi c year observed.
Descriptive Analysis of Data
Table 1 present summary statistics for the six (6) key variables use in this study for the period of fi ve years from 2011 to 2015. There is a wide variation in corporate governance and fi nancial performance measures across the analysed banks. The average value of Corporate Governance Index (CGI-Crobank®) used as the alternative measuring of corporate governance is around 0, 87 in observed period from 2011 to 2015. Analysed indicator increase over the observed period which indicates an increase in the quality of corporate governance overall. If we are analysing the fi nancial performance measurement across analysed banks it can be seen that all indicators point to the relative stability with the exception of net interest margin, return on asset and Tobin Q. Relatively large changes in the movement above mention indicators are result of global fi nancial crisis in the period from 2008 to 2015 which had a big impact on the fi nancial stability and process of loan conversion that caused huge losses and in the and has direct impact on profi tability measurement in each analysed bank. 
Research Results
The objective of the research was to generate models of simple linear regression of dependability of individual indicators of bank profi tability and the modern indicator of business performance success, Tobin's Q, for the observed period on the corporate governance practice. For all the models starting linear regression premises were met. Based on the defi ned research objective, six hypotheses were set and tested by the method of simple linear regression, and the empirical results (Table 2) were obtained by the analysis of the gathered data in EViews software package. Based on the obtained results from the conducted analysis, it can be concluded that that the corporate governance practice measured by CGI-Crobank® index is signifi cant for explaining of variations in the business performance measured by the return on assets in 2013 and 2014 (H 1 ), with the level of signifi cance of 12 % in 2013 and 5% in 2014, the null hypothesis H 0 is rejected. In this way, the change in the quality of corporate governance by 1 will result in an increase of return on asset by the average of 5,50 percent (2013), respectively 8,29 percent (2014) . This also indicates the existence of positive linear link among the observed variables. The determination coeffi cient of the observed model amounts to 0,1910 (2013) , that is 0,5304 (2014), which is considered acceptable. The correlation coeffi cient (r=0.43) indicated to medium level of positive linear connection of the variables in the model.
If we observe the infl uence of corporate governance on variation in the success of business performance measured by the net interest margin, with the level of significance of 5 %, the null hypothesis H 0 is rejected. The conclusion is that the corporate governance measured by CGI-Crobank® index is signifi cant for the explanation of variations in the successful performance measured by the net interest margin (H 3 ). Further on, the semi-log linear model shows that if the quality of corporate governance in the analysed banks increases by 1 within the CGI-Crobank® index context, the success of business performance measured by the net interest margin will increase in average by 1,42 percent. Among the observed variables there is a positive linear link of medium intensity (r=0.682, and the model itself interprets 39,05 % of deviations.
With the signifi cance level of 1 % in 2012 and 10% in 2013 the null hypothesis H 0 for mention year is rejected. In other words, it can be concluded that the corporate governance practice measured by the CGI-Crobank® index is signifi cant for the explanation of variations in the business performance success measured by the operating expenses margin in 2012 and 2013 (H 5 ). Accordingly, if the quality of corporate governance, measured by the CGI-Crobank® index, is increased by 1, the operating expenses margin will decrease in average by 2,46% in 2012 and 2014. Further on, the proportion of interpreted deviations in the total sum of square deviations amounts to 76,11% in 2012 and 31,84% in 2013, and this is considered to be acceptable in the context of this model. The correlation coeffi cient (r=0.87 in 2012 and r=0,56 in 2013) indicated strong to medium level of positive linear connection of the variables in the observed model.
If we observe the infl uence of corporate governance on variation in the success of business performance measured by the return on equity, with the level of signifi cance of 1% in 2011, 5 % in 2012 and 10% in 2014, the null hypothesis H 0 is rejected. The conclusion is that the corporate governance measured by CGI-Crobank® index is signifi cant for the explanation of variations in the successful performance measured by the return on equity (H 2 ). Further on, the semi-log linear model shows that if the quality of corporate governance in the analysed banks increases by 1 within the CGI-Crobank® index context, the success of business performance measured by the return on equity will increase in average by 5,52 percent (6,38% in 2011, 4,10% in 2012, 6,08 in 2014) . Among the observed variables there is a positive linear link of strong to medium intensity (r=0.84 in 2011, r=0,59 in 2012 and r=0,56 in 2014) , and the model itself interprets 70,98% in 2011, 35,65% in 2012 and 32,02% in 2014 of deviations.
Regression analysis determined the correlation between the corporate governance practice and successful bank performance measured by the margin of non-interest income. Taking into account the signifi cance level of 10 %, the null hypothesis H 0 for years 2013, 2014 and 2015 is dismissed. In other words, it can be concluded that the corporate governance practice measured by CGI-Crobank® index is signifi cant for the explanation of variations in the business performance measured by the margin of non-interest income in 2013, 2014 and 2015 (H 4 ) . In this way, the change in the quality of corporate governance by 1 will result in an increase of net interest margin by the average of 1,46 percent (2013) Furthermore, regression analysis determined the correlation between the corporate governance practice and successful bank performance measured by the Tobin`s Q with the level of signifi cance of 1% in 2014, 10% in 2011, 2012 and 2015 , the null hypothesis H 0 is rejected. The conclusion is that the corporate governance measured by CGI-Crobank® index is signifi cant for the explanation of variations in the successful performance measured by the Tobin`s Q (H 6 ). Further on, the semi-log linear model shows that if the quality of corporate governance in the analysed banks increases by 1 within the CGI-Crobank® index context, the success of business performance measured by the Tobin`s Q will increase in average by 1,29 points in 2011, 1,30 in 2012, 5,17 in 2014 and 3,21 in 2015 . Among the observed variables there is a positive linear link of medium intensity (r=0.49 in 2011, r=0,52 in 2012, r=0,76 in 2014 and r=0,52 in 2015) , and the model itself interprets 24,01% in 2011, 27,91% in 2012, 28,79% in 2014 and 27,13% in 2015 of deviations. By observing the relation between the corporate governance practice measured by the CGI-Crobank® index and the successful performance of the observed banks measured by the return on assets (2011, 2012, 2015) , return on equity (2013, 2015) , interest margin (2011, 2012, 2013, 2014) , non-interest income margin (2011, 2012) , operation expenses margin (2011, 2014, 2015) and Tobin's Q (2013) , no signifi cant correlation was determined among the mentioned indicators and CGI-Crobank® index. However, based on the analysed signifi cance levels, within the context of the previously mentioned models, the null hypothesis cannot be rejected taking into ac-count that the empirical signifi cance level is higher that the observed signifi cance level (p-value > a => H 0 ).
Limitations and Recommendations
In the course of analysing the corporate governance practice measured by the corporate governance index of the business banks and particular bank profi tability indicators, as well as modern company success indicator Tobin's Q for the observed period (2011) (2012) (2013) (2014) (2015) , a limitation occurred which should be defi nitely taken into consideration so that the results would not be generalized. The biggest limitation in this research is a relatively small intentional sample, made of 9 banks but still the banks which have available the annual questionnaires of the codex of corporate governance in each analysed year in the period of 5 years. However, the research results can serve as guidelines for further research in this area. The basic recommendation for further research would be to use a bigger sample and extend the time frame taken for the analysis. This should be done having in mind that in the analysed time frame the critical values were outliers which signifi cantly infl uenced the obtained results. The authors primarily refer to 2013, when most of the observed banks reported losses, and this had a direct infl uence on the results of regression models. Further on, the entities differ in the sample regarding the size of the bank, which can be a cause of heteroscedascity of the obtained regression models. For any further research it is recommended to divide the banks according to the basic criteria (size of a bank) into 2 samples. This would eliminate the disruption of linear regression premises. Likewise, this research can take into account certain aspects of corporate governance. The dependability of those aspects and certain profi tability indicators, i. e. the level of success in Croatian banks, can be tested. The size variable can be measured as the natural logarithm of total assets of each analysed bank. Also according to Pervan, Pelivan and Arneric (2015) we can dived banks into four basic groups, unprofi table banks those who have a negative value of return on asset, low profi table banks whose return on asset takes the up to 1%, moderately profi table banks whose return on asset in in the range between 1% and 2% and profi table banks whose return on asset is higher than 2%. Furthermore, it is recommended to use some control variables such as profi tability of banks in the previous period, natural logarithm of market capitalization, solvency risk, board size in the turns of natural logarithm of number of members in board, non-executive director's calculated as total non-executive directors by total member in boards, leverage calculated by total debts over total equity and previously mentioned bank size calculated by natural logarithm of total assets. The gained models test the problem of the existence of heteroscedascity, and based on the analysis of the scatter plot it can be concluded that heteroscedascity does not exist. Particularly, the analysed residuals do not show a systematic deviation for different values of the independent variables. It should be taken into account that the results are infl uenced by numerous factors which are not directly infl uenced by the observed banks, but arise from national legal frameworks and market state (GDP, income per inhabitant, and so on).
Conclusion
The research problem consisted of testing the hypotheses of whether the corporate governance practice measured by the CGI-Crobank® index was signifi cant for the explanation of the variations in the success, that is profi tability of commercial banks in the Republic of Croatia measured by the return on assets, return on equity, interest margin, margin of non-interest income, operating expenses margin and by Tobin's Q for the observed period from 2011 to 2015. Based on the gained results it can be concluded that corporate governance, measured for the purpose of this article by the developed Corporate Governance Index in Croatian banks (CGI-Crobank® index) has positive and important impact on the successful performance of Croatian banks. Conclusion does not implicate general signifi cance of the corporate governance practice measured by the CGI-Crobank® index for the explanation of the business performance of the Croatian banks considering that the results of the analysis do not confi rm all of identifi ed hypotheses for each analysed year. In other words, it can be concluded that a well implemented practice of corporate governance infl uences the variations in the level of success of banks measured by the return on assets (2013, 2014) , return on equity (2011, 2012, 2014) and net interest margin (2015), margin of non-interest income (2013, 2014, 2015) , operating expenses margin (2011 ( ) and Tobin`s Q (2011 . The obtained results are considered to be relevant, having in mind that the mentioned indicators are considered to be one of the more signifi cant indicators of the successful bank performance. One of the biggest limitation of this research is relatively small intentional sample which depend of the available annual questionnaires of the codex of corporate governance. Based on the defi ned limitations, the recommendations for further research imply the introduction of compulsory practice of fi lling out the annual questionnaires of the corporate governance codex, auditing of the questionnaires from the point of view of formulating and grouping questions. All this should be done with the view of advancing the research by using the created CGI-Crobank® index. The basic recommendation would be to use a bigger sample in further research, as well as to include certain aspects of corporate governance and test their infl uence on certain profi tability indicators in the banks. The research can be advanced by including additional variables with significant infl uence on bank performance, such as the ones from the external environment (economic, social, political and legal, ethical and other aspects). It would be inter-esting, from the aspect of scientifi c contribution, to make a comparison with other developing countries as well as to include the control variables.
